
TAB 4

ISPs USE OF THE LOCAL EXCHANGE NETWORK FOR
INTERNET ACCESS IS SIMILAR TO IXCs USE OF THA T

NETWORK FOR TOLL ACCESS

The establishment of an environment where multiple local exchange providers can
compete for customers within a specific geographical area requires that all
customers within that competitive geographical area be able to place calls to and
from each other regardless of which local exchange company they chose to be
their local service provider. Such an environment requires the interconnection of
competing local exchange company ("CLEC") networks so local calls originated by
a customer on one company's network can be completed to a local exchange
customer served by a different local exchange company in a manner which is
transparent to the customers involved. Local exchange customers are not charged
separately for receiving local calls from other local customers-the network cost of
terminating local calls are factored into the monthly local exchange service rate. In
recognition of this situation reciprocal compensation was established as a
method whereby a local exchange company would be compensated for the use of
its network to terminate a local call originated on the network of a different local
service provider. This local compensation for network interconnection is the same
process that has been used by LECs to interconnect and compensate each other
for use of their respective networks. As depicted in the following diagram, where a
local call is originated by a SSC customer and terminated to a CLEC's customer,
SSC compensates the CLEC for the use of the CLEC's network to terminate the
local call and visa versa.
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However, reciprocal compensation was not intended to require local exchange
companies to compensate each other for handling calls which were not associated
with the mutual provision of local exchange service. For example, the following
diagram illustrates a situation where a SSC customer originates a call that is to be
carried to a different exchange (or different state) by an interexchange carrier
("IXC") that is connected to a CLEC. In these situations, SSC and the CLEC
charge (meet point bill) access service rates to the IXC for the respective portions
of their interconnected network that is used to deliver the call to the IXC's
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point of presence ("POP")-SSC and the CLEC do not charge each other for any
portion of the call even though the call was exchanged between their networks
within the local exchange. The customer that originated the call is charged by the
IXC for the interexchange service provided to the customer by the IXC. Again, this
is the same process that has been used by LECs to jointly provide access service
to IXCs.
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As depicted by the following diagram, an Information Service Provider ("ISP")
operates in exactly the same manner as an IXC in that the ISP charges the local
exchange customer for any call the customer places to the ISP's network. And,
just as with an IXC, the call to the Intemet via the ISP rarely, if ever, actually
terminates at the ISP's premises but is carried for completion to an interexchange,
interstate, or intemationallocation. Consequently, the call to the Intemet, like the
IXC's call is an access call. SSC and the CLEC should not charge each other for
use of each others network but instead, both SSC and the CLEC should charge the
ISP (meet point bill) access rates for their respective portion of the interconnected
local exchange network access that is used to deliver the Intemet call to the ISP's
POP.
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However, because of the FCC's exemption, usage based access charges are not
levied on Internet ISP network usage as they are on IXC network usage.
Consequently, in order to avoid these legitimate interstate charges (which provide
for (a) recovery of access costs and (b) support of universally available local
exchange service at just, reasonable and affordable rates) existing and new IXCs
have devised methods to arbitrage and inappropriately game the system (take
advantage of the exemption loophole) and route their traffic, not via normal IXC
networks, but on the Internet.
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TAB 5

IXCs ARE USING THE EXEMPTION AS A LOOPHOLE TO
AVOID ACCESS PA YMENTS

The attached advertisements and articles are indicative of the Internet toll calling
plans being created by IXCs as a result of the FCC's ESP exemption to avoid
access payments.

• The local exchange network of ILECs and CLECs is being used by IXCs
to gain interstate access to the Internet.

• The Internet backbone is being used to transport the toll call.
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More users get local, toU-free access to AT&T WorldNet Semce

Country's largest direct internet service adding 75 points of presence

BASKING RIDGE. N.J. -- AT&T announced today that another 8.3 million people will be able to reach
the Internet through AT&T WorldNet* Service with a local. toll-free call by year-end.

The company will increase the reach ofits AT&TWorldNet Service, the countrYs largest direct Internet
service, with the addition of75 points of presence <POPs) by the end ofthe year. The additional access
points will give AT&T WorldNet Service a total of330 POPs. Each POP represents one..ormore local
telephone numbers that AT&T WorldNet Service subscnbers can use to reach the service with a local C?]

t~ carries not.Qll_~~e.-

"Customers want local access to reach AT&T WorldNet Service," explained Dan Schulman. AT&T vice
president for AT&T WorldNet Service. "This action expands our local footprint to more than 70 percent
ofthe country."

AT&T WorldNet Service currently operates 255 POPs in the United States. It is the largest direct
Internet service in the U.S. with nearly one million subscribers.

Individuals should check with their local telephone company to determine whether they can reach the
nearest AT&T WorldNet Service POP without paying a toll charge.

AT&T WorldNet Service is a unique service that enables customers to get to and use material from
leading content providers in ways best suited to each individual's needs. It offers unlimited access for
$19.95* a month, hourly pricing plans, free software for multiple platforms, and no start-up cost. AT&T
WorldNet Service was selected as the top Internet service provider by Smart Money (5/97) magazine ane
PCWorid (7/97), with both publications citing its outstanding reliability.

AT&T WorldNet Service ranked first among 13 major Internet service providers during September in it!
ability to connect customers on the first try -- 96.2 percent of the time as measured over a 24-hour
period. Measurements were made by Inverse Network Technology. AT&T WorldNet Service software
for Windows· 95, Wmdows 3.1, Wmdows 3.11 for Workgroups and Macintosh* is available by
download free of charge from the public AT&T WorldNet Website (bttp://www.att.netl) and from the
AT&T Corporate Website (http://www.att.com!) or by calling 1-800-WORLDNET.

To find the POP serving your locatio~ contact AT&T at www.att.net!or 1-800-WORLDNET.

* Teleph08e access aDd otber cbarges may apply.
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Your Full Service Telepbone Company
Througbout California!

<II Local Dial-Up Services for Internet Service Providers J

Oick Here to find out why you should be with Pac-West

r!D!! J 56Kbps Modems: Questions and Answen ,.;

~ -J Bargain Priced High Quality Long Distance ..
Fiber Optic Quality and 5 Star Service from 4.9¢ per minute

Oick Here for details•
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.. Constant Touch® VoiceMail has arrived! J

Oick Here for details on this exciting new service.

© Copyright 1997. Pac-West Telecomm. Inc. AU Rights Reserved.
CooltantTouch is a registered trademark of GlenAyre
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\Vorld \Vide Press Release
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Telephony!

To Learn More About
Global Internetwork s.u

Global InternetworkS,t
An Introduction

USA Global Link's GloballnternetworksM is an advanced global Internet
telephony system that does not require either the caller or the recipient to have
a computer, modem, or any peripheral equipment. The system is capable of
transmitting voice, fax, video, and data via the worldwide Internet backbone
and a distributed network of private lines and proprietary nodes, without the
delays or lack of quality commonly associated with Internet telephony. Global
nternetworkSM is projected to have no delays.

e low costs associated with Internet transmission will greatly reduce prices
for telephone calls to USA Global Link customers using Global
InternetworksM. Exact calling rates are yet to be determined, but it is
anticipated that rates will be 80-90% less than conventional international
calling, and 20-40% less than callback. "Callers can expect rates of from
$USO.25-$0.45, anywhere to anywhere," says Christopher Hartnett, USA
Global Link chairman. "By using Global InternetworksM, everyone with a
phone will be able to make low-cost international telephone calls."

Global IntemetworksM is simple, seamless and transparent to callers. USA
Global Link customers will simply dial their phone and be able to call anyone.
anywhere in the world, for a fraction of conventional long distance rates. Voice
calls will be instantly transformed from analog to digital signal and transmitted
via the Internet to any telephone in the world. Once the call reaches its
destination, the data is transformed back into analog voice fonnat and
forwarded to the recipient via the local telephone system. Digitized data travels
on the Internet unhindered by the regulations which artificially inflate the cost
of traditional voice traffic. The advanced Global InternetworksM technology
developed by USA Global Link allows customers to enjoy the tremendous cost
benefits of the Internet without a computer or other equipment. and with no
sacrifice of quality.

At

USA Global Link-The World's First Truly International
Internet Service ProvidersM
As the world's largest provider of discount international telecommunications
services, USA Global Link brings a unique combination of telecom advantages
to Internet telephony. Unlike other providers ofinternet services, USA Global
Link is a major facilities based international communications company, with
its own global fiber optic network and advanced telecommunications
technology.

In implementing Global InternetworksM, USA Global Link is dedicated to
service quality that cannot be adapted by companies supplying Internet
services only. USA Global Link is rolling out this voice product over the

http://www.usaglobal.comlinternetworklindex.htm 4/3/98
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Internet only after extensive development in network provisioning for the
highest quality standards. Quality standards will include 24-hour customer
service, network management, engineered traffic analysis for non-blocking
networks, and redundant facilities with emergency restoration for the
maximum availability.

Because USA Global Link routes conventional international voice and data
calls through a flexible multi-layer network, utilizing advanced least-cost
routing technologies, the company is able to carry conventional international
telephone calls to more than 200 countries and territories at greatly reduced
costs while maintaining the highest level of quality. This scope of activity
allows USA Global Link to offer truly international Internet service. With the
implementation of Global InternetworkSM, USA Global Link becomes the
world's fIrst truly International Internet Service ProviderSM (lISP).

At Last-True Telephone-To-Telephone Internet Telephony!
Imagine the cost savings of making a long distance telephone call through the
Internet, without needing a computer, modem, or any peripheral equipment.
USA Global Link Global InternetworksM users will be able to make long
distance and international calls just as they would any other call. Callers
simply pick up the phone, dial the number, and connect with the called party
anywhere in the world-at rates 80-90% less than conventional long distance
prices.

By utilizing our advanced technological and global network advantages, USA
Global Link's GloballnternetworksM enables callers to connect worldwide
through standard telephones, using the Internet, without any special equipment
or dialing procedures by caller or receiver. Our special Global Internetwork
SM technology allows you to talk with or fax to business associates, friends,
and family-anywhere in the world, with the high quality you demand.

USA Global Link will make the service available in a host of major business
centers, including the USA, Gennany, Japan, Brazil, Hong Kong, England,
France, South Africa, Australia, Indonesia, Korea, Chile, and the Benelux
countries. The system will expand rapidly throughout the world in the
following months, creating a revolutionary global Internet telephony network.

I ecnnology ~en,"a

Internetwork I Contact Us I World Press

Articles and stones an: repnnted with the penmsslon of their autho~ or other owne~ of the copynght in them.

Cup""!!ht iO 1998. USA Global Link. Inc. All Rights Reserved. The names, logos, taglines. slogans and icons
identifying USA Global Link's products and servICes an: the propnewy marts of USA Global Link, Inc.
\\'chma,lcr'n lbJglcom

http://www.usaglobal.com/internetworklindex.htm
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USA Global Link Partners with 3Com On Its $1.2 Billion Internet
Telephony Deployment

FAIRFIELD, Iowa, February 10, 1998-USA Global Link, Inc., the world's
largest provider of discount international telecommunications services, signed a
letter of intent with 3Com Corporation (Nasdaq: COMS), to supply network

.....;I!JIIIlI!~J!-.. infrastructure for its $1.2 billion worldwide Internet telephony system called
GloballnterNetworksM, a multi-pathway/multi-protocol global
telecommunications network. 3Com is the premier manufacturer of carrier-class
multi-service access platforms and VOlP-access solutions.

The proposed agreement encompasses a complete arrangement for 3Com to
engineer. furnish and install facilities on a global basis. Installation of 3Com's
Total ControhM multi-service platforms will begin this spring and continue with
the planned installation of 500 switches over the next 3 years. Initial installation
will begin in Brazil, Germany, The Netherlands, Japan, the U.S., Switzerland and
Hong Kong, with other countries in Europe, South America and the Asia-Pacific
region to follow. Investment for this phase of the Global InterNetwork
deployment will exceed $500 million.

"Last spring USA Global Link opened the floodgates on Internet telephony with
the announcement of our Global InterNetwork system," said Mr. Christopher W.
Hartnett, Founder and Chairman of the company. "Partnering with 3Com is a
cornerstone to the successful deployment of the most sophisticated and
ubiquitous telecommunications network in the world. Our vision and 3Com's
expertise form a powerful synergy for success."

As the world's premier provider of alternative telecommunications services, USA
Global Link has been deploying the Global InterNetwork system, an advanced
network platform for the delivery of voice, data, fax, video and broadband
multi-media services. Integral to the Global InterNetwork design and deployment
has been the integration of IF E.athways for voice and data services. Having
researched the techriology packages of all the leading developers of IP access and
routing products, the company has adopted 3Com's Total Control VOIP system as
the most flexible and advanced of the few carrier-class products available.

"It is critical to the company's Global InterNetwork strategy that any solutions
adopted be carrier-class," said Mr. Gary Hamm, Vice President of Global
interNetwork and Chief Technology Officer. "Early developments in VOIP
products lacked the integration of features into an existing carrier environment.
3eom's products meet our requirements in a completely integrated technology
package, making a new range of quality services possible, and allowing us to
dramatically expand the envelope of telecom services worldwide. Also critical to
the choice is 3Com's global expertise and support presence."

The Global InterNetwork system is a complete global telecommunications
network, which will ultimately encompass over 1000 points-of-presence (POPs)
in all major metropolitan centers of the world, with a projected total capital
investment of $1.2 billion. The company is actively searching for co-location and
marketing partnership opportunities.

"We are extremely pleased to be partnering with USA Global Link. a company
with the vision, resources and tenacity to pull off a scheme as impressive as
Global InterNetwork, " said Mr. Ross Manire, Senior Vice President of 3Corn

http://www.usagiobal.comJourcornpany/announcernentsl020998_3Corn_deployment-htm
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Carrier Systems. "Our Total Control platform is a perfect fit with its picture of
the global telecommunications network of the next century--flexible, powerful
and adaptable to changing and expanding market conditions."

USA Global Link is the undisputed leader in alternative, innovative
telecommunications strategies, such as: discount international long-distance.
international callback, Global 800SM numbers, phone-to-phone Internet telephony
and wholesale carrier least-cost routing services. USA Global Link also offers
one of the world's largest corporate travel and prepaid calling card programs.

USA Global Link was recently cited as one of the world's 50 largest
international carriers and one of the world's fastest growing telecom companies
by CommunicationsWeek International and the Yankee Group in a joint survey
published last December. USA Global Link provides service to more than 200
countries and territories around the world and is an active member of the
International Telecommunication Union (ITIT) in Geneva, Switzerland, and the
U.S. Department of State's International Telecommunication Advisory Council
(ITAC). The company is headquartered in Fairfield, Iowa, U.S.A.

Nore: Global InterNetwork IS a n:glsten:d service marlc of USA Global Link. Inc.

http://www.usaglobal.comiourcompany/announcementsl020998_3Com_deploymenJ:htm 4/3/91



The Internet Phone Company (IPC) is dedicated to providing the highest
quality International Long Distance Telephone Service at the lowest possible
prices to the Internet User Community. Once you have reviewed our rates.
we think you will agree that we have met our objective. Depending on where
your call originates and terminates. you can save up to 70% over local
telephone rates.

Our state of the art Intelligent Services Platform (ISP) combines the
economy of Callback Service and the features of a Debit Card. As an IPC
customer. you will be assigned a personal telephone number on our US
based sWitching platform. When you wish to place a call, simply dial your
personal number. hang up and wait for a Callback. When you pick up your
phone, you will be prompted to enter your Debit Card number. hear your
remaming balance and receive dial tone to place your call.

Unlike many other callback companies. we bill our calls based on actual
connection time - you only pay for the time you are talking. Many of our
competitors bill their calls from the time you receive your callback or use
some complicated formula that can add up to 25% to the cost of a call. IPC's
billing IS straight forward and always allows you to verify our charges by
announcmg your credit balance each time you use the service. We also bill
your calls in six second periods (after the initial 60 second period) to save
you even more money.

Internet Phone Company - Step One

Step One

~.\

~

Page l. oC 1.

Need help?

Try our fast.
fliendly supportl

If you would like more details about our service. please visit our FAQ page.

Lets go to Step Two for my rates.
I Home I Contact Us I FAQ I Library I Order I Rates I Search I Support I Three Steps I User Guide I

Copynght 1996-97 Internet Phone Company. All rights reserved.

http://www.inetphone.comJsteps/ 4/3,~
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DIGEX Showcase

Choosing an
Intaiaet Serwice
Provider

Selecting the right ISP is
the most important decision
you can make.

\ of6

Finding an Internet S~r;ice Provider in Your Area

Examine the ISP'~ Network

Support: \V1mt A.re ';' Oll Reali\' Buvinu?

Gettinu Connected. How Much Will The\' Help You'?

Conclusion

This while paper is written for corporations or organiZJZtions interested in
high-speed access (56 Kbps or higher) to the Intemet Different selection criteria
are necessary for dial-up capabilities orfor reselling bandwidth from an Intemet
Service Provider (ISP).

I. Finding an Internet Service Provider in Your Area

Begin your search by finding a provider who has a point ofpresence (POP) local to
the corporate site where the circuit will be installed. This does not mean that the
ISP needs to be headquartered in your city, but that the ISP has an access point to
their network within your service area. For many of the access services ISPs sell.
the closer the ISP's point of presence is to your site. the lp.s.~ expeMllJe )'9UI'

~o1hly·~r:etll"fiRgtelecommunications char~es will be. j'ry to avoid the additinmu
~~p", ofordering ao,d paying for a Ion!! d\Siance circuit mto tm: pOUlt crl -presence.
UnfortUnatefy, thiS may not be an optton tor those in smaller cities.

Pricesfor point-to-point dedicated circuits are based on the exact mileagefrom
your site to the ISP's point ofpresence. Other services such as Frame Relay are
not distance sensitive, but may not be offered in all areas and do not offerfull

3/10191
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phone service
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tMMUNICATIONS

ICG Joins Telephony Prke Wars, Plans
5.9 Cents a Minute for Long Distance

By STEPHA.~lE N. MEHTA
Stoff Rrpon~of TKE WAU. STREET JOUllN.u.

ICG CommUDleat1oDS Inc.. jumping
Into the Internet telephony price wars.
plans to offer long-distance calling for 5.9
cents a minute.

The rate undermines the dime-a'min'
ute pricing Widely aVailable to consumers.
It also undercuts Qwest CommUDleat1oDs
lDterDat1ooalInc.'s 7.5 cent-a-minute price
for calls using Internet technology. IDT
Corp.• asmall camer in Hackensack. N.J..
is offering a five-cent rate In a limited
number of markets.

These new carriers are able to offer
lower prices in part because their calls
bypass the tolls that traditionaJ long-dis
tance earners must pay to local phone
companies. which carry the calls into
homes and offices. Such fees. known as
access charges. can total more than four
cents a mmute. "I can offer calls at this
[5.9 cents I rate and still make money,"
said J. Shelby Bryan. president and chief
executive of ICG. in Englewood. Colo.
Acqujstt10D Is Cited'.

ICG. which offers local service in Cali
fornia. the Southeast and parts of the
Midwest. is able to offer long-distance
service nationWide because of its recent
acquisition of Internet service provider
Neteom On·Line Communication services
Inc.• with network facilities in 238 markets.
Netcom's local offices will serve as gate
ways for the long-distance calls. whIch
must be broken Into digital "packets"
before transmission over the Internet. ICG
said Luteal Tecbnologles Inc. WIll supply
equipment for the service..

Mr. Bryan said the service will be

aVailable to business and residential cus
tomers in 166 markets by year end.

The 5.9-cents-a-minute rate applies to
calls originating and terminating in those
markets. which represent about 90% of
domestic long-distance traffic. ICG sald.
Calls terminating outside the cities will
cost 7.2 cents a minute.

The leap into the long-distance busi
ness is a significant move for tiny lGC.
which had revenue of S27J million last
year. Mr. Bryan said the company has had
to Invest in customer-service centers and
software to sign up and bill new long-dis·
tance customers.
Regulators to Decide

There are risks. too. Consumers may
not tolerate the inferior Quality of "voice
over·Internet" calls. The big savings such
carriers garner from bypassing the tradi
tional telephone architecture couid evaplT
rate if regulators decide to subject Internet
telephone calls to the same access charges
as regular phone caUs.

Separately. ICG is expected to an
nounce plans to offer high'Speed Internet
access to small businesses and some con
sumers in the local markets it serves. The
company plans to use digital subscriber
line. or "OS1.." technology to allow cus
tomers to download data quickly over
traditional copper telephone lines.

To deliver the service. lCG said it will
Install equipment in the Baby Bells' cen
tral offices and lease access to local tele
phone lines from the Bells. Mr. Bryan saId
leG is the first of the competitive local
exchange carriers to announce a OSL
offerinR. something that many Baby Bells
and GTE Corp. plan to deploy.
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Bells begin tolling for Net calls
By Paul Davidson
USA TODAY

Making long-distance calls
over the Internet could soon
lose its price advantage after
the Federal Communications
Commission said some Internet
phone providers should be reg
ulated like phone companies.

BeIlSouth will immediately
begin charging access fees to
Internet phone services, says
company spokesman John
Schneidawind. Several other
Bell carriers plan to file com
plaints asking the FCC to force

Inlernet companies long-distance
to pay the fees, FCC companies muSl
officials say. pay fees to Bell

The Internet companies to begin
could account for and end calls, and
11'k of long-dis- to subsidize phone
tance voice tramc service in poor and
by 2002, up from rural areas.
0.2l',t last year. ISPs, such as

The controversy America Online,
turns on whether H 0 ..., Be..... USI\ TOOI\Y are exempt from
companies that car- Kennard such fees because
ry voice calls over they provide an "in-
the Internet, or similar data formation service." But in a re
networks, are more like Inter· port submitted to Congress Fri
net service providers (lSPS) or day. the FCC says some Inter
long-distance companies. net phone, carriers "bear the

characteristics of telecom
munications services,"

The FCC backed off a plan to
automatically treat the compa·
nles like long-distance carriers
after the White House said the
move would smother Internet
commerce. Instead, the FCC
says it will consider complaints
from the Bells individually.
Generally, companies that car
ry voice calls between phones
- as opposed to personal com·
puters - would be subject to
the charges, says FCC Chair
man William Kennard.

If BeUSouth or other phone

companies simply start charg
ing access fees, "The industry
would probably not pay it,"
says Joe Garrity of Qwest Com
munications, an Internet long
distance provider. The Bell
might then Ole a complaint,
forcing the FCC to rule.

The agency Is caught be
tween the White House on one
side, and traditional phone
companies and rural-based
senators on the other. Imposing
access fer-; could double the
price or Internet calls, which
now cost as little as 5 cents a
minute, officials say.
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InternetPhone Calls, No Computer Necessary
When Calls Go Through Cyberspace, the Cost Can Drop Considerably, and It Still Sounds Like Mom

..
By SETH SCHIESEL

M AKING a phone call over the Internet used to be
• challen&~. For one thing, there was no phone
Involved.

In 1995, for InSlance, SIeve R Frampton wu helping
to link a school system In KIngston. Ontario. to the
Internet. Sometimes he tried to use the computer ~ his
laboratory to call hIs girlfriend on her computer In
Japan.

"How the old way worked was both parties would
have sound cards. and then the scund cards would be
hooked up with a mlcrophOlle and a speaker. and you
would choose from a client soflware package." he
recalled. "The configurations were very easy. The Inter,
faces were really nIce, but the quality was really bad.
Basically it was eIther completely unlntelllgible or II
sounded like you were talking in a toIlet or something."

I.asl lall, aller trying Ihree generallons 01 modems,
t1r. 1'1 ampton gave up and went back to paying about
$150 a minute to talll over a conventional phone line.

Today anyone can make an Internet phone call, with a
telephone.

Nora S Spohr has no need tor a computer when she
makes long-dIstance calls. But her conversatlOlls stUl
Iravel through cyberspace.

"My phone bills used to be up to $500, $700." said Ms.
Spohr. a leather merchant In Englewood, N.J.• who otten
calls Florida. Europe and South America But she
recently started using prepaid phone cards from a New
Jersey corporation called lOT, which routes many of Its
calls over the Internet rather than over tradItional
communlcallons networks.

With each caU, people like Ms Spohr and the campa·
nles that serve them are shaltlnl up the telecommunlca·
tlons Industry. They are beglnninl to usher In I Ume
when computers will have to share cyberspace with
other technologies. just as cars share the highway with

I ,
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motorcycles and lrucks
On Friday, the Federal Communi, allons Commlsslo

look the flrsl step toward regulating Inlernet calls whe
It rt'Commem)ed that some cyberspace phone carrlel
pay the lame f~s paid by traditional phone companlt"
But lor now. people like Ms. Spohr are relishing their 10'
rales. .

"I used to pay like 89 cents a minute 10 Argenlln
because I had this urle 10 pick up the phone at any 11m
and the phone companies have many different rates.
she saId. adding that lOT leI her call Argentina lor abol
~8 cents a minute at any time.

"WIth the card. I Just get 10 call whenever I led llIe
it," she saId on a recenl weekday. "I called Buenos Al~
today because I lorgot my uncle's birthday. and I don
have to worry. I don't want to be restricted to have (
wall lor Sunday or Salurday to let a good rale.

"I lind no problem with the qu.,.lty. and ;,', ,"

Conllnued on Page a
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Dozens of compwues sell some sort of
U!!epftone servIce that uses the 'nternet.
Dozens more say they have the besr
reclulology for tal/mIg rhrough cyberspace.
The five compclIues bplow represent most
facnons In the new wave of long-dIStance
Internet phone earners. Local call1ng has
not yet emerged as a fertile marlier for
Internet entrepreneurs. As put by San,ay
Mewada. an ana1.vst for the yanltee Group
In Boston: "ftls cheaper on a per·mlle
basIS for you to fly from New Yorlt to
London than to talle a cab from MlI1IJtattan
to Queens. But that doesn't mean vou
should talle 0 p lane to Queens."

APUO
(881) 642·1546
Apuo. a company 'uect in France.
recently released I small bolt that Sits
between a normaltelephoae and a wall
j acIt. The user mUll haw a ,tandartI dial·
up lIltemet accOWlt and then can call
anaUter ApLlo useqanywttere Ul the world.
the complU1y pronises. for no more than
the Ilnce of a IOCjall. The cost of eIIe unit
Is $199, plus mon y Internet acc:esa fees.

Da.TA3
(888) 335-8230
Delta 3, a unit of R nald S. Lau4er's RSL
Commuruc!!t1ons. iellsp~ cards
for Internauonal c:aus to abotlt 10 nauons.•

. ...... ."
able to UDderellt '1be escabllbld c:arrlers
bec:auIe I:ntemft earners or.. do DOt have
to pay the feeSmUUlatld by II\IliIlQaI and
lDtmwiIlDai regulaUott. -~

WbB ATI:T. for InstallQ, CIII'I1es a call
fram AIbaDy to Cllka&o. tbe CIIIIIII'DY hu to
PIIT a tota1 of aboIII .. ceara alldlluU lO Bell
AtlaUl:. the loc:a). pIulae COIIIP&DY 11\ New
yent, and Amerl!tCb. tha Iacal ... com
p...,. In IU1noIs. fot"cortDeCdaI1be call. After
paying those fees. AT&T aWl!lu to recoup
ill Intemal cosu, ,rll1S\D& the Ilnal of the
c:al1. • , .~.,.

In tbe TelecoDUllWUC&UtIDa Act of 1996.
CoDIress exemptW Intenl« cotDllame5
from bavmg to paYlthose fees to IDcaI phone
compames ID mOlt c..... becauIe It was
ccmcerned that the lnternet IIlIIbt not be-
come a hit. ·.!I'i .'. "

Now that the Intimet _IllS flr'm1V estab
IIsbetL the F.e.c.:t taUD tile tim step to
level the pLaying f Id wheD entrepreneurs
use cyberspace to upUcate the tredlUOt'IaI
nenrork's mun tu'euon: COtIMCUDg calls,
That could malte Ir¢emet calla lOore expen-
sive. •

BIIt the lnternet\s replatory advant&le
remaiDs strong f05terD&lltlD&l call.s be
Callie Intemet co ani often able to
aVOid or reduce e buge fees. knoWn as

• . I.. ' ,

Jl .... . ~._.~ '. ..", .

mIImlII for calla uaywMre In lbe UD1tec1
S_ at IDJ time of day; eIIe trIdiIiDna!
~co~' IWIdard nat rete Is 10
~ ,..~"':S~ ·'r
'·ne NYItIP tID llltenlalilmal calls ClID be
na IJUW'. U.s.A. Global IJnL a pnvate
OlIIIIPlIDY dW .. !DIenIel teebDoIoIY to
~mtenaaUaDal calls prIIIWtly ouutde
fJ&UIltted Sea....,.UWUI rata tYPIcal
LT..wrcut u.e 01 tredIlItIDal earners by
araaad 30~ lbe COmplllly IS pl.uU1tng
to bep1 sel1lDl aernce IOllIt to United States
~rs. ...... _

1DterDet calls are cbe8$ler than those over
SUIIIl1anI nennniu fllr two balc reLSOns.
By IPIiUln& up lbe train cars (the PieceS of
lDfarmauoo) that consttlUte a conversauon.
a carneY' can often use Its nenrorlt more
effk:lenuy. On a staDdard telephone net·
won. .tWO people enjoying a moment of
si1eDce generally use a much of the system
u a .ereammg mll1Ch does. But dUJ1nll that
moment of sUence, a nenrorlt USing Intemet
ted!nology wou.Id be sellding pans of an·
other conversauon IllvolVlnI two other pe0
ple-If the teebDology was worlwl& properly.
!be qUiet of the first call wOUld not be
lnt8rrUPted. " .

More Im'!lOnanl. however. comllaoiell that
tr_mJt phone calls over the Internet are

Coruuwect From PQl:e 1

;Ne. phone service,
;providers cut costs by
\

!routlnK calls over the Web.,

:~ to make calls thOUIPl cybel"Sllace
'- a process callecl telephonv (pronounCed
:tel-EF~) - may be the first people to
:ua eIIe Intemet WIthout uSUlg a computer.
:BIIt they WIll not be the lasL
, "We're IotIIC to see a mltS5lve amOlUlt of
: IDtemet use WIth appliances which have
'lMMa Intemet-enabled but Which we don't
:thIDIt of as PC units." said Vlnton G. Ceri.
:wftD c:o-destped the Intemet U1 the late
,1910'1 IU1d IS now a semor executlve at MCI.
; the No. 2 loDl4lstance telephone company.
: "Telepbany IS only one example of thaL
'Vkleat:aasene recorders. leleVlSlOns. wash·
:inI madunes. water heaters W11l ali show up
,on the netwOrk for all kinds of reLSOns.'·
, In Mr. Cerr's VISion. VCR's could sprout
I mr.Det COMect1OtLS so they could be pro
;.tammed from home. or a water heater
:CauJcr step out IDto cyberspace so a local
I ponr company couio turn II on when elec·
: trIdty wa che~L
:.. The mam rell!Oll that telephones are
sllOWUtg up on the netWOrk IS COsL For
people who Uve to malor metropoUtan area
of the United States. most calIS can be made
"-' expensIVely With a carner that uses
:Xntemet technology.
•, For InStance. a host of compames are now

QlIaqJlicated at all." she mded. "And by
lNylq U1e can1I. I'm I1mltmg myself to
arauD4 $100 or a little more a monm."

The lIlternet bas allowed people to ta.lk to
one IIllICI1er thnlugb lbelr computers Since
the early 1990's. but the teehnology wu
c:omplu and the IOII1Ill qualitY d.1smlLl.
ArouDd 1996, companaell began offenng
~ servu:e lbat allowed people to use
dIeu~ to talk to other people Who
J)Md te1~. but lbe sound qualitY was
JUI! poor,
" 8owU'd JODU, c:ba1rman of lOT, whicb
tarted one 01 the first computer-tG1J/lODe
SIIrYlc:es. sud 'the fIrSt customers tended to
come from U1e digitally adept. .'In !he be
1\IIIIIIII." he laid. "It was lIIte: 'Hey, Mom.
you ClID't be11eYe IL I'm c:a.JJ1I1g you from
B1nlleclesh, and it's only a d.1me a mUlute.'
An4 Mom was lilte, 'Whaddya say?'"
" BIIt DOW compames are otfermgph~ .
jIGIle lon&.QisUnce serYIce that routes calls
ewer eIIe lIltenJet but keeps the souno quali·
~ close to that of a Stl.llliard call.
: StaDdard calls Itil1 have the edge In quail·t=ntInternet calla. That Is becaIISe a

telephone call travels lilte a traID
dOIWII an empty track: Each conversauon
hu Its own set path. whicb OCC\1l)leS a
cenam amount of network space. regard·
Ina of whether the callers are actually
~ or DOL AD Internet call often trav·
ell like a tram that bashacllts can split up
iiId MDt down all sons of dltterent paths:
JIe IOlIIId II tranaWetl into bmary computer
iiDQe, and bits of code travel different routes.:rn-a thOle Pieces of code are put back
~, eIIey CIU1 remam a lJtt1e tumbled
fIDIl the callIS not as clear as It could be).
~ Cbe oldest canaumer electroRlCS de
V1C8,sne phoDe has all the glamour of a long·
serYU'll haDdyman - dllUtully reliable.
lIOIDIUmes eranlty, qweUy IndlSPtnsable.

- But tballS cI1anIIDI- As Intemet tec:lUlDl
~ IIeIiDa to transform the world of plain
:old te1e,ta:le sel'Vlce (or POTS. In telecom.
imualCltlA" 1&fIllI1), the phone LS talWlg the:1Dtemet OUt of lbe expensive computer boll.
,ft III which It has tradit1llllaliv reslcled and
:mUlDI It useful for people Who do not Imow
'a DOS prompt from a disk dnve.
: In fact. the people who are USU1g OrdUlary
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TAB 6

FACTS AND STATISTICS REGARDING INTE.RNE.T USE

A. WINDFALL REVENUES THAT MAY BE PAID TO CLECs DUE TO
INAPPROPRIATE APPLICATION OF LOCAL RECIPROCAL
COMPENSATION TO INTERSTATE INTERNET USAGE ARE HARMING
COMPETITION:

Est. 1998 Cum.
Est. 1998 Usage windfall Initial

Usage (MOU) payment Est
(MOU) Originated Est. Est. to 1998

Number Originated by CLECs 1998 1998% CLECs monthly Most
of Number of by sac and CLEC Internet for growth recent

Operating CLECswith and transported to sac of Internet in actual
CLECs agreements transported to sac by term. Column (as of Internet monthly

(3-31-98) (3-31-98) to CLECs CLECs ratio (e) 3-31-98) usage growth
(a) (b) (e) (d) (e) (f) (a) (h) (i)

Arkansas 5 12 847M 26M 33 to 1 60% $O.5M 17% 11%
California 16 29 33,374M 2.370M 14 to 1 89% $18.4M 27% 18%
Kansas 1 12 54M 2M 27 to 1 80% - 17% -
Missouri 5 14 274M 7M 39 to 1 63% $O.2M 17% 37%
Nevada 1 2 82M 8M 10 to 1 98% - 17% -
Oklahoma 5 13 2969M 13M 228 to 1 92% S6.0M 17% 11%
Texas 31 41 4,364M 161M 27 to 1 93% S6.2M 17% 31%

Total 64 123 41,964M 2,587M 16 to 1 89% $31.3M

From this information it is clear that:

(1) Massive and inappropriate payments from SSC will flow to CLECs
for ISP's (not SSC's) use of CLEC facilities to obtain access to the
Internet.

• ISPs get a free ride or are paid to use access facilities that
IXCs and others must pay to use.

• CLECs receive a windfall payment which as Columns (h)
and (i) show is continuing to grow at an exponential rate.

• SSC receives no revenue to cover its costs for the
thousands of trunks it has added (approximately 45,000 in
1997 and estimated to be 95,000 in 1998) and instead has to
pay another access provider for the ISPs use of their
facilities.

These costs will grow at an exponential rate as Internet
usage grows (Columns h and i).

If this distorted process is allowed to continue, quality universal
service will suffer.
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(2) The % Internet and SSC to CLEC originating ratio makes it clear
that CLECs are concentrating on serving ISPs to the exclusion (for
the reasons discussed in Tab 2) of residential and business
customers. This is not the type of true local exchange competition
that Congress intended when it passed the 1996
Telecommunications Act.

B. SBC INTERSTATE AND INTRASTATE ACCESS REVENUE AT RISK
OF LOSS DUE TO THE INTERNET EXEMPTION LOOPHOLE.

1997 Actual
(000)

Interstate
Intrastate

IC. OTHER RELEVANT STATISTICS:

$1,229
$1,527

1. Holding Times: Non-Internet Internet

Arkansas 3.9 30
California 3.3 25
Kansas 4.3 32
Missouri 3.8 26
Nevada 3.9 26
Oklahoma 4.0 40
Texas 3.6 28
Average 3.5 26

Clearly there is a significant difference in the average non-Internet
minutes per call (including all access, local and toll calls) and the
average Internet minutes per call

2. Customer usage per day:

In a study of one ISP connected to a SSC office in the S1. Louis
area, the following customer usage patterns were found:

Average calls per customer per day
Average holding times per call
Average usage per customer per day

• Excluding Annualized PICC amount.

Internet

3.35
30MOU
100 Min.

Non-Internet

13.8
5MOU
70 Min.
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D. PUBLIC INFORMATION REGARDING THE
EXPONENTIAL GROWTH OF INTERNET USAGE

CONTINUING

1. Number of Users is Continuing to Signfficantly Increase

• "About 62 million people in the U.S. use the Net, according to
IntelliQuest Information Group Inc. of Austin Texas. That figure
represents about 30% of U.S. residents age 16 and older." 
Thomas E. Weber, 'Who, What, Where: Putting The Internet in
Perspective", Wall Street Journal, April 16 1998

• "Of those 62 million on-line users, nearly 25% were Internet
newcomers in 1997." - Thomas E. Weber, 'Who, What, Where:
Putting The Internet in Perspective", Wall Street Journal, April
16, 1998

• Canada and USA Internet users as of February 1998 - 70
million - NUA Internet Surveys,
http://www.nua.net/surveys/howmanyonlinelindex.html

• ''The company [AOL] said its membership has grown by about 5
million since it introduced flat rates in December 1996 and that it
adds about 25,000 modems a month to handle the increased
load." - The Dallas Morning News, online version, April 17,
1998

• "More than 8.6 million members, including more than 750,000
internationally; 13 million member users, counting spouses, and
children in family households; over 5 million hours per day of
online usage." - AOL 1997 Annual Report - AOL At-a-Glance,
http://www.aol.com/corp/inv/reports/1997/4 glance

2. Average Hold Times Are Long and Increasing

• "More people also said when they did get online, they tended to
spend more time. They also claimed to spend less time
watching television. Twenty percent of respondents said they
spend more than 10 hours a week online, while 40 percent said
they are spending more time online than they did a month ago."
- Lisa Picarille, "Number of Internet Users On The Rise",
TechWeb News, September 22,1997,
http://www.techweb.com/se/directlink.cgi?CRN19970922S0065

• "More than 800 million users hit the World Wide Web daily, up
from 260 million last year, AOL said, and it now has peak usage
of more than 675,000 simultaneous users, up from 334,000 in
1997."-The Dallas Morning News, online version, April 17,1 998.
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• ''The average Internet dial-up user in California stays online 45
minutes a day, PacTel said, compared with 22 minutes of phone
use for the average residential customer." - Rex Nutting, "Telco
Wants Net Access Charge", TechWeb News, March 25, 1997,
http://WWV1.techweb.com/wire/news/mar/0325telco.html

• "More than 8.6 million members, including more than 750,000
internationally; 13 million member users, counting spouses, and
children in family households; over 5 million hours per day of
online usage." - AOL 1997 Annual Report - AOL At-a-Glance,
http://WWVI.aol.com/corplinv/reports/1997/4_glance [5 Million
hours of Usage divided by 13 million member users would mean
an average hold time of .3846153 hour or about 23 minutes]

• "Call Duration (Minutes) Peak 56.8; Current Average 27.5;
Historical Average 6.1; Delta 352%" 
http://www.vitalsigns.com/productslvalreports/isps.html

3. Rate PricinglType of Service Affects Usage Growth

• "Instituted flat-rate pricing in December, 1996; increased
usage by over 400% and membership by close to 40%." 
AOL 1997 Annual Report-AOL At-a-Glance,
http://www.aol.com/corp/inv/reportsI1997/4 glance

• $30/month basic service fee, inclUding 25 hours of local
usage, Internet Mail and USENET news for one user.
$2.00/hour connection cost to local hub (after first 25 hours) 
http://WWV1.us.uu.netipricing.cgilalterdial

• 'Worldnet (www.att.net)-withmore1.1million subscribers,
the biggest access provider apart from proprietary services such
as AOL (WWVI.aol.com) - last week said it will cap at 150 hours
the previously unlimited usage of customers paying $19.95
monthlyI effective May 1. Additional hours will cost 99 cents
each. The company said it needed to curb the 3 percent of its
subscribers exceeding 150 hours and hogging network capacity.
Other customers average 25 hours monthly. "- Louis Trager,
Inter@active Week, April 7 1998

• "Meanwhile, Microsoft Corp. (www.microsoft.com) unit WebTV
raised the $19.95 monthly charge for its WebTV Plus service to
$24.95, effective June 1 " - Louis Trager, Inter@active Week,
April71998
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• "Analysts said other access providers can be expected to cut
rates for unlimited use, to lure AOL members disaffected by it
increase to $21.95 monthly from $19.95 for unlimited use." 
Louis Trager, Inter@active Week, April 7 1998

• 'Weil says other ISPs could follow AOL's lead and raise prices
or impose limit on connect time-as has 18M, which restricts its
$19.95 subscribers to 100 hours per month. Raising subscriber
fees or limiting connect time, he says, would likely help ISPs
enhance profits, adding that right now, 'Mindspring Enterprises
is the only public ISP that is truly profitable.... - Keith Kirkpatrick,
"AOL Ups Access Prices Other ISPs Are Likely To Follow Flat
rate Rise", Computer Shopper, May 1998,
http://www.zdnet.com/cshopper/content/9805/297542.html

• "Usage-based charges are going to replace, or at least
supplement, flat-rate charges in the near future, according to
speakers from AT&T and the International Telecommunication
Union (ITU) - the United Nations agency charged with
developing world telecommunications usage." - Douglas
Hayward, "Flat-Rate Charges Expected to Disappea~',

TechWeb News, September 81997,
http://www.techweb.com/wire/news/1997/09/0908f1at.html
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